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PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE
NUMBER.

My name 1s Ann Yanick. My business address is Global Time, Inc. ("Global Time"), 500
Airport Boulevard, Suite 340, Burlingame, California 94010. My business telephone number
is {650) 375-6700.

WHAT IS YOUR POSITION WITH GLOBAL TIME?

I am Global Time’s Director of Operations and Customer Service.

WHAT ARE YOUR RESPONSIBILITIES AS DIRECTOR?

I am currently responsible for the operations, customer services and marketing of the
company.

PLEASE BRIEFLY DESCRIBE YOUR PREVIOUS PROFESSIONAL
EXPERIENCE AND QUALIFICATIONS.

Prior to joining Pacific Gateway Exchange, Inc., the parent company of Global Time, n
1997 and Global Time in 1998, I had twelve years of telecommunications experience with
AT & T. During the twelve years, my responsibilities ranged from customer service and
inquiries to operations and products management, mostly in the international arena. From
1989-1992, I studied international business at the University of Colorado.

HAVE YOU TESTIFIED BEFORE THE ILLINOIS COMMERCE COMMISSION
(“COMMISSION”) PREVIOUSLY?

No.

IS GLOBAL TIME CURRENTLY CERTIFICATED TO PROVIDE SERVICE IN
ILLINOIS?
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No.
IS GLOBAL TIME LEGALLY AUTHORIZED TO DO BUSINESS IN ILLINOIS?

Yes. A copy of Global Time’s Certificate of Authority to Transact Business in the State of
Illinois was submitted to the Commission as Exhibit 2 of its Application.

ARE YOU FAMILIAR WITH THE APPLICATION THAT WAS SUBMITTED BY
GLOBAL TIME ON FEBRUARY 28, 2000 TO THE COMMISSION FOR A
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY TO PROVIDE
COMPETITIVE TELECOMMUNICATIONS SERVICES WITHIN THE STATE OF
ILLINOIS (“APPLICATION”) ?

Yes, I am.

DO YOU HAVE ANY CHANGES OR UPDATED INFORMATION TO PROVIDE
REGARDING THE APPLICATION?

Yes. The application listed the states in which Global Time is authorized to provide
telecommunications service. Since filing the application, Global Time has become
authorized to provide resold interexchange telecommunications services in the State of
Oklahoma.

ARE THERE ANY OTHER CHANGES OF WHICH THE COMMISSION SHOULD
BE AWARE?

No.

APART FROM THE UPDATED INFORMATION THAT YOU JUST PROVIDED,
DO YOU RATIFY AND CONFIRM THE STATEMENTS THAT ARE MADE IN
GLOBAL TIME’S APPLICATION?

Yes, I do.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?




10

11

12

13

14
15

16

17

18

19

20

21
22

Pre-filed Testimony of
Ann Yanick
Page 4

322964.1

The purpose of my testimony is to describe Global Time and the services it proposes to offer
in Illinois. In addition, I will demonstrate that Global Time possesses the financial,
technical, managerial and operational capabilities to operate as a provider of competitive
resold interexchange service in Illinois.

PLEASE DESCRIBE THE AUTHORITY THAT GLOBAL TIME SEEKS BY ITS
APPLICATION.

Global Time seeks authority to provide competitive resold interexchange services in Illinois.
PLEASE DESCRIBE THE CORPORATE STRUCTURE OF GLOBAL TIME.
Global Time is a corporation organized under the laws of the State of Delaware. Global
Time was formed to provide interstate and intrastate telecommunications services. Global
Time is a direct wholly owned subsidiary of Intemational Exchange Communications, Inc.
("IE Com™), which in turn, is wholly owned by Pacific Gateway Exchange, Inc., ("PGE"),
a publicly traded Delaware corporation.

PLEASE DESCRIBE THE TYPES OF SERVICES THAT GLOBAL TIME
PLANS TO OFFER IN ILLINOIS.

Global Time intends to offer resold intrastate interexchange telecommunications services via
prepaid calling cards. Global Time’s services are available on a full-time basis, 24 hours a
day, seven days a week.

DOES GLOBAL TIME PROPOSE TO OFFER OPERATOR SERVICES?

No.

PLEASE DESCRIBE GLOBAL TIME’S PROPOSED MARKETING PLAN, AND
HOW IT WILL PREVENT SLAMMING COMPLAINTS.
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Global Time does not market to end users. Global Time markets its products to distributors
through trade shows. Global Time’s prepaid card service is also described in its web page.
Global Time only intends to provide prepaid calling cards and therefore will not offer
services that require the customer to presubscribe to its services. Since Global Time will
initially be offering only prepaid calling card services, slamming prevention measures are
not applicable at this time. To the extent that Global Time expands its service offerings in
the future, Global Time will comply with Illinois requirements for verifying changes in a

customer’s primary interexchange carrier.

PLEASE ADDRESS GLOBAL TIME’S MANAGERIAL AND TECHNICAL
QUALIFICATIONS.

Global Time’s officers have extensive managerial, financial and technical
telecommunications experience and, therefore, are well qualified to execute 1ts business plan.
Descriptions of the telecommunications and managerial experience of Global Time’s key
personnel were attached as Exhibit 3 to Global Time’s Application. These descriptions
demonstrate that Global Time’s personnel have a broad range of experience in successfully
managing and operating telecommunications carriers. Moreover, Global Time will rely on
the existing managerial and technical resources of its parent company, IE Com, and its
ultimate parent company, PGE, to provide intrastate interexchange service. Accordingly,

Global Time has the technical and managerial resources necessary to provide customers in
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the State of Illinois with high-quality, dependable, competitive intrastate interexchange
telecommunications services.

PLEASE DESCRIBE GLOBAL TIME’S FINANCIAL QUALIFICATIONS,

Global Time is financially qualified to provide resold intrastate interexchange
telecommunications services in the State of [llinois. Global Time has access to the capital
necessary to fulfill any obligations it may undertake with respect to the provision of
telecommunications services in the State of Illinois. Copies of Global Time’s financial
statements as of June 30, 1999 were attached as Exhibit 4 to its Application. Moreover,
Global Time will rely on the financial resources of its ultimate parent company, PGE. The
audited consolidated financial statements of PGE and its subsidiaries, are submitted hereto
as Exhibit A. These exhibits clearly demonstrate Global Time’s financial capacity. No
circumstances have changed since the filing of the Application that would call into question
Global Time's or PGE’s financial qualifications to provide the proposed services.

HAS ANY STATE EVER DENIED GLOBAL TIME AUTHORIZATION TO
PROVIDE INTRASTATE SERVICE?

No.
HAS ANY STATE EVER REVOKED GLOBAL TIME’S CERTIFICATION?
No.

HAS THE COMPANY EVER BEEN INVESTIGATED OR SANCTIONED BY ANY
REGULATORY AUTHORITY FOR SERVICE OR BILLING IRREGULARITIES?

No.
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PLEASE DESCRIBE THE PUBLIC INTEREST BENEFITS ASSOCIATED WITH
GLOBAL TIME’S PROPOSED OFFERINGS OF INTRASTATE
TELECOMMUNICATIONS SERVICES IN ILLINOIS.

Global Time’s entry into the Illinois telecommunications market will serve the public interest
by creating greater competition in the intrastate interexchange telecommunications
marketplace and will permit customers access to more efficient services and cost savings.
Global Time’s proposed intrastate services will enhance the services available to consumers
and increase consumer choice through innovative, diversified and reliable service offerings.
Consumers will benefit both directly, as a result of the competitively priced service options
available from Global Time, and also indirectly, as Global Time’s presence increases the
incentives for other telecommunications providers to operate more efficiently, reduce prices,
and offer more innovative services.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA

REPORT OF INDEPENDENT ACCOUNTANTS
Februarv 19. 1999. except for Note 10. as to which the date is March 2 199y
To the Board of Directors and Stockholders of Pacific Ga’tcwaf Exchange. Inc.

In our opinion. the accompanying consohdatcc_i balance sheets and the related consolidated statements of
operations. cash flows and changes in stockholders” equiry present fairly. in ali matenal respects. the financial
position of Pacific Gateway Exchange. Inc. and subsidiaries as of December 31. 1998 and 1997 und the reults
of their operations and their cash flows for each of the three years in the penod ended Decembper 31, 1998 n
conformuty with generally accepted accounting principles. In addition. 1n our opimon. the nnancial statemen
schedule listed in Item 14(a) of the Form 10-K presents fairly. 1n all matenal respecis. the nformauon set tonh
wierein whei read in conivsation with the related consnlidared financial statements. These Nnancial Statements
and financial sialement schedule are the responsibility of the Company’s management: our responsibthty 1 1o
express an opinion on these financial statements and fAnancial statement scheduie based on our audits We
conducted our audits of these statements n accordance with generally accepted auditing standards which require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining. on a test basis. evidence supportng the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant esumates made
by management. and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonabie basis for the opinion expressed above.

/s/ PncewaterhouseCoopears LLP

San Francisco. California
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PACIFIC GATEWAY EXCHANGE. INC,

CONSOLIDATED BALANCE SHEETS
(in thousands)

ASSETS

Current Assets:
Cash and CASI EQUIVARETIS . ... oottt er o em b ermes bbb e S W04 S 3380
Accounts receivable. net of aliowance for doubtful accounts of 54 I in 1998 a.nd s, 230 n 1997 g7 TS 6.3k
Prepaids... S . . s

Income Laxes recovcrablc vt aarnea .

EIETEITEE IMCOMIE LK .o itrvreieoieoeessetemmerseesags s cpes et s neetsamsbs a2t sees 2 e nmm b e b b e b e s e e b s geas s ms e ms e ne
Other CUMment A85618 ..o ocveearreeseananes

!

A

Total current assets

Property and Equipment:
Undersea fiber opuic cables................. 34,663 3
Long distance communlcauons cqulpment 3
Computers and office equipment...
Leasehold 1mprovemems........................
Construction in Progress .......vceviness
CabIE CONSITUCTION 1N PIDETESS o.oooorreiirtses st teebn e st e bbb TS era s 22 S oSS

120.382 70.573
LLe5S ACCUMULATED QEPIELIBIION .o..iiiseititinsivr et cssetene o srn s b s e b ab bR 17.335 9.140
Total propemf and equlpmcm DL .. cooreeioresioeessrssere st sssssase s reeenesessirenmsiemsssncesss s 103,047 61,433

Deferred income tax . 78 —
Deposits and other assets.. 8.529 1741

TOURL ZSSEUS ..ot eesensare s ereem st semeessmeeesenesb e eeesearesemmenseestaeten st smnnsennsnssnmenrsenncnniens B 0n3.637  SITLELT

LIARILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities: )

ACCOURLS PAVABIE ....oooooc.oooecovvircesssesonsseesses s ssssstbeasssrensts s sissssesssssssssssrasnssresssssonreccsssiensonnessnesces 91183035 87.949
ACCTUE TABITES oo ciie it s e st v mae e eeeasbe s e s emeesaebbm e ek bae s A rbe e E s san et b aaan e i h e et msann s se b ana s sinnane 41,193 3733
[NCOMIE LAXES PAYADIC ..ttt e e b b s e e _ 149!
Line of credit... £.700 —_

Current portion of capuahzed lease obhgauons 436 216
Other hiabilines .. 1.304 513

Total curren! liabilities... ettt etee e et st s tn et rnasrsmneseenremstersectnrreeneeeneees 132,936 93.902
Long-term portion of capuallzed iea.se obllgauons 99 185
Deferred income tax . 1.963 957

TOLA) LIADTHTIES oo cviieeiitceiaesveeenseeces v sremnemasmmseesses saan et EEseaa b b T oaassmn s s man by sanes sasbmsn e senadtanhasraasres 134,998 95.04a
Commitments and contngencies {Note $).

Stockhoiders’ Equity:
Preferred stock. $.0001 par valye, authorized 5.000.000 shares. no shares issued... — —_
Common stock. 5.000! par value. authonized 70.000.000. issued 19.363.777. outstandmg 19220217

shares in 1998; and issued 19,216,710, omsl.andmg 19.073.150 shares in 1997 .. et 2 2
Additional paid in capital ... ettt e bt aee et ea s £5.431 60.849
Deferred compensanon—fesmcted stock (4.618) (4.134)
FOre(gn CUMMENCY LAMSIAGOM .o vvemecerrmemerecnsssiemese e rbe e sn b st ok re bbb e bt st et b e 34 2
Retained earnings... STV 40.190 30.254
Cost of common stock held in trea.sury 143 560 sha.res in 1998 and l997 (406G} 400

Total SOCKNOIETS' EQUILY ....ocvvvvreereeecmssemsereraeseresseseesseessssencessonessssassismsssiemmssnsersnssncessneesee 00,639 76.573
Total liabilities and sOCKROIGETS EQUILY oo.eoeverreere e cresemcrssmerssscererosesmsesenmmessimssarennseess 9 299.837 - 3171.617

See accompanying Notes o Consolidated Financial Statements.
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PACIFIC GATEWAY EXCHANGE. INC.

CONSQLIDATED STATEMENTS OF OPERATIONS

{in thousands. except per share data)

REEVEIILIES o oeotesteeeeaeeimtetee e e eueeeeare e aneesam A ETe s o s ke T e caarbeoh ss e sae e b e A eSS s
Revenues—related PATY .ot ettt o e

TOLA] FEVEIIUES <o ceeeeeeoeeeeeeeveeceaeeeeia e s e e e e m e ap et s
Cost Of LoNg AISTARCE SEIVICES ....oviiurimiiuiar it s s

GPOSS TIATGIM ..o.oceviaeissicserssaoasser s st s o s ob b bt
Seifling. general and admINISEAUVE EXPEMSES ..o rrusurnestoininimcrss sttt
Depreciation and AMOMTZAUON ... iieaimimiss st

Total OPerating EXPENSES .. .....cvwvecimericerimirinsunrinirars st

OPETatiNg INCOMIE ...o.eovocerruriersreeiscsin e o e
Interest iNCOME ...vovceerirnainrens
Other (INCOME) EXPENSE. MEL....cvurreiimirsesersmiris st bt s e b

Income Defore INCOME TAXES ...oorvrriererearermen e rennee et s s st
PrOvISION fOT INCOME LAXES «..voveviimeiereseareesorencssamessrssoase st ni s s s st sttt

NIBL IICOITIE v noeeeraveamemsvavsnseamsesssssrasasesesaaa s amarEcnrae s bes e rhs e aar A s e a7 b
Net income per Share—-Dasic ...t
Net income per share—diluted ..o
Weighted average number of common shares outstanding—basic ........ccoceurrn

Weighted average number of common shares outstanding—diluted ..............

Year Ended December 31.

1993 1997 99
166291 S298.609 S141912
- -— 20514
466,291 2198609 162326
393640 253076 140,340
72,651 +.533 22.086
36,791 21316 HLT13
8.713 5417 2.0
45,504 Z0.833 i3.157
27.147 17.7 8919
{2.292) (2.009) {885
(1.13) (116) 129
30.571 19.835 9.685
10.635 7.338 3877
$ 19936 S 12497 § 5808
$ 105 § 066 S 036
$ 097 § 064 S 034
19.071 18,960 16.234
20.495 19.497 16.872

See accompanying Notes to Consolidated Financial Statements.
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PACIFIC GATEWAY EXCHANGE. INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
{in thousands!
Y ear Ended December 3.

1998 1947 1994
Operating Activities:
Net INCOME oo e ST U U VPR ESPPSOPRPPR S 199% S 12497 5 FH0R
Adpusiments 1o nel IRCome:
Depreciation and amorization................ et e 8713 241 204
1085 OT SAIE OF STOCK ..o cere s ieee it rersemeressresas s er e i e s — — i29
S10CK COMPENSAUION EXPENSE oo imiiiiiis s s 674 136 85
Bad deBU PrOVESION ..ocoouuiiirisim it 2,146 A ¥53
Equity in earmings of affiliated COMPanes ..o i 1.499 — —
Changes in operaung assets and liabilities:
ACCOUNTS MECEIVADBIE oo {27.558) i38.681y 13421
Accounts receivable. related party.......oo - 3.066 196
Notes and advances receivable .o — — {73
Prepaid BXPENSES ..ot e itrei s b (733 306 {729
DIeferTed 18X ASSEL....oiiiieuiseereecreeracrares seresssms e s bbb (1.139) 88 (816}
Deposits and OTNET ASSEES ..o oviruoreireemcmniec i s . (1.8307 143D (107
ACCOUNMS PAVADIE ..ot 30322 4R.309 17.052
Accrued NaDIHUES ..ot e 460 2329 §32
Faderal income 12xes reCoVerable. ..o (83H — —
Federal income taxes payable ... {1491 (462) 1,758
ONEE [ABIHHES . .-ocveoeoecreoveoeerreemsrerseseserosenssss st cssinss 791 150 (152).
Deferred tax liability ... e e b R e er et e 1.006 249 488
Net cash provided by OPerating activities ...t e, 28914 34257 13.898

Investing Activities:
Purchase of property and eqQUIPMERL .............ccworruriravrrsrsmncscssmmsessessrscsmsermress (49011 (36.725) 118.669

Investment in subsidianes and affilIAES .......ocovi i {3.314 2 —
Other INVESUNE BCUVITIES co..vovivreee et ot b s st — —_ 274
Net cash used in HIVESHRZ ACHVILES oot cacmescnrsais {52.925) (36.303) «(18.395
Financing Activities:

Borrowings on revolving lines of eredit......oon 8.700 — 6.200
Repayments on revolving lines of credil ... — — {11.620n
Repayments on capital lease obligalions ... {498) {209 —
Proceeds from issuance of COMMOR SIOCK .......ciimriiiiincs s i.157 742 55.130
Payment of ISSUBNCE COSIS ..c.oicrimirriiaiieecirase sttt i (5 —_ (1.042)
Payment 1o acqUITe treasury STOCK ..o — — (400}
Dividends received from affiliated company ... 900 —_ —
Net cash provided by financing activiies .. ..o esrnn e 10,202 533 48.268
Net (decrease) increase in cash and cash equivalents ... {13,809 (L1713 43771
Cash and cash equivalents at beginning of the period......connn 43850  45.563 1.792
Cash and cash equivalents at end of the pertod ... $ 30041 343850 & 45.563
Suppiementary Information:

Interest paid dUINE PETIO oot $§ — 5§ — 5 27
Income taxes paid QUANG PETIOT ....coovciiirviiirieicnirecins et §12.067 § 7841 § 2447

See accompanying Notes to Consolidated Financial Statements.
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PACIFIC GATEWAY EXCHANGE. INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY
(in thousands)

Deferred
. Compen. _
_________Comrnon Stock Ag:::::d Rs::::::d CFufrrreelﬁ::‘_\ Retained ______Treasur_\ Stock
Shares Amount  Capitai Stock Transiation Earnings Shares Amount Togat
Balance December 31, 1995 ... 14100 5 | $ 941 § — 5 — S L.ydw — g— T2
Repurchase of commen 5tock ... —_ — —_ —_ — — =Y A N
lssuance of commen stock. net
of $1.042 issuance cosis......... 4,940 1 54.087 _ — — — — AL AIRK
Stock compensation expense ... _ — 85 — — — - — Q3
Met INCOME .o et — —_ — — —_ 5808 - —_ RIE
Balance December 31, 1996 .......... 19.040 2 55.113 — — TIST 1 K b1l
Stock opuions exercised............ 102 —_ 742 —_ — — — — T4
$10ck compensation expense ... —_ -— 146 — — — — — I4o
Tax effect of stock opuons
exerctsed ..o _ — 714 - —_ — — — B E
1ssuance of resticted stock ... 75 —_ 4.134 {4,134 — —_ — —_ —
Foreign currency wanslaton ... —_ — — —_ k) — —_ — hl
NELIICOME vovovrvrenesaeeemniiresrnnenns — — — — — 12,497 — —_ 12.497
Balance December 31, 1997 ........ 19.217 2 60,849 (4.134) 2 20,254 idh (4001 76.573
Stack options exercised. ........... 89 —_ 1.100 _— —_ — — — . 100
Stock compensation expense ... -— — 194 480 —_ — — — 674
Tax effect of stock options
EXBTTISED ..oveeeercrsrrreerssrrmssnnes — —_ 524 - —_ _ —_ — LYY
1ssuance of restricied stock ........ 25 —_ 964 (964) — —_ _ — —
Issuance of common stock, for
INVestment 11 COMpany .......... 33 — 1.800 — -— — — — 1.800
Foreign currency translation ...... —_ — —_ — 32 — —_ — 3
Nel INCOME ..eovoveoeesrereeernrnmesanes _ —_ - — —_ 19936 — — 19.936
Balance December 31, 1998 .......... 19364 3 2 $65.431 8 (4618 5 M £40.190 (14 53000 S100.639

See accompanying Notes to Consolidaied Financial Statements.
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PACIFIC GATEWAY EXCHANGE. INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{1} The Company and Significant Accounting Policies
Descriptian of Business and OrganiZation.

Pacific Gateway Exchange. Inc. (*Pacific Gateway™" or the "Company ). 2 Delaware corporation. owns
and operates an intemational switched and domestic switched telecommunications network The operations o
Pacific Gateway have grown significantly as the resuit of entering into addiuonal operanng agresments with
foreign partners and marketing 1o cenain long distance companes in the United States which do not have therr
own international network. In addition. the Company provides intermational long distance services to cerain
ethnic retail markets, principally the Filipino-Amencan and japanese-Amencan commurutes.

The Company 15 subject to various risks in connection with the operation of its business. These nsks
include. but ate not limited to. changes in government regulation. dependence on transmission faciities-based
carmers and suppliers, price competition and compettion from larger industry participants.

Principles of Consolidation:

Consolidated Financial Statements include the accounts of Pacific Gateway and majority-owned and
controlled subsidiaries principally in Bermuda. the United Kingdom. Russia. New Zealand. Australia. Japan and
Cyprus. Investments 1n 20% 10 50%-owned companies and pannerships are accounted for on the equity method.
Intercompany transacnons have been eliminated.

Foreign Currency Transiation:

Assets and liabilities of operations outside the United States. for which the functional currency is not U.S=
dollars, are translated into U.S. dollars using the exchange rate in effect at each period end. Revenues and
expenses are translated at the average exchange rate prevailing dunng the period. The effects of foreign currency
1ranslation adjustments arising from differences in exchange rates from period to period are deferred and ncluded
as a component of “*Stockholders’ Equity™".

For operations in highly-inflationary economies. principally in Russia. assets and liabilities are maintained
in the reporting currency. U.S. doilars.

The effects of foreign currency transactions. and of remeasuring the financial position and results of
operations in the functional currency. are included in **Selling. general and administrative expenses.”

Esnmates:

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the dates of the financial statements and reported amounts of
revenues and expenses during the reported periods. Actual results could differ from those esumates.

Cash and Cash Equivalents:

Cash equivalents consist primarily of money market accounts and called bonds with onginal matunties of
three months or less. The carrying amounts reported in the accompanying balance sheets approximate fair market
value.

Properny and Equipment:

Property and equipment are stated at cost. Maintenance and repairs are expensed as incurred. Replacements
and betterments are capitalized. Costs incurted in connection with the construction of new property and
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PACTFIC GATEWAY EXCHANGE. INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— Continued:

equipment are capitalized until the propeny and equipment becomes operauonal. The vost und reluted
accumulated depreciauon of assets sold or reured are removed from the account batance. and any resulung zamn
or loss 1s refiected in results of operations. Depreciauen s provided for nnancial repormng purposes using (ne
straight-line method over the following esumated usetul lives:

Undersea Aber OpHC CADIES ...o.oo oo SRS 20 vears
Long distance cOMmMUNICations BQUIDITIENR ... [STTUURTRIOIR . -7 hears
Computers and office equipment <7 sears
Leasehold improvements term of lease

The Company invests in undersea fiber optic cable systems through the purchase of indeteasibie nghts o7
nser TRy or throwgh an ownershin interest in cable construction consorua.

Long-Lived Assets:

Statement of Financial Accounting Standards (*'SFAS™") No. 121. Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets 10 be Disposed of. requires that long-lived assets and certain intangible
assels be reviewed for impairment whenever events or changes in circumstances indicate that the carrving
amount may not be recoverable. If undiscounted expected future cash flows are less than the carrving vaiue of
the assets. an impairment loss is 1o be recogmzed based on the fair value of the assets. No impairment losses
have been recognized 1o date.

Income Taxes: -

The Comipany accounts for income taxes in accordance with SFAS No. 109. Accounting for Income Tares.
SFAS No. 109 has as its basic objective the recogniuon of current and deferred income tax assets and liabilities
based upon all events that have been recognized in the financial statements as measured by the provisions of the
enacted tax laws.

Valuation allowances are established when necessary 1o reduce deferred tax assets 1o the estimated amount
10 be realized. Income tax expense represents the tax payable for the current period and the change duning the
penod 0 the deferred tax assets and liabilities.

Revenue Recognition:

Revenues for ielecommunications services provided to customers are recognized as services are rendered.
Revenues for return traffic received according to the terms of the Company's operaling agreements with 1is
foreign partners are recognized as revenue as the return traffic is received.

Accounting for International Long Distance Traffic:

The Company has entered into operating agreements with 44 telecommunications carriers in 28 countres
under which international long distance traffic is both delivered and received. Under these agreements. the
foreign carmiers are contractuaily obligated to adhere to the policy of the Federal Communications Commission
ithe “*FCC""). whereby traffic from the foreign country is routed to international carriers. such as the Company.,
in the same proportion as traffic carried into the country. Mutually exchanged traffic between the Company and
foreign carmiers is settled through a formal settlement policy that generally extends over a six-month peniod at an
agreed upon rate. The Company records the amount due to the foreign partner as an expense in the period the
traffic 1s delivered. Of the 44 agreements the Company had at December 31, 1998, 18 agreements provided that
the Company generally must wait up to six months before it actualiy receives the proportional return traffic. In
circumstances where the Company does not receive the return traffic due from the foreign partner at the end of
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PACIFIC GATEWAY EXCHANGE. INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS~— Continued’

the agreed-upon delayed return penod. the Company and the foreign parner may agree (o 3 settiement which
compensates the Company for the return traffic nor receyved. through greater retum traffic 1n future penods. or 4
reduction to the Company’s current accounts pavable balance.

Fatr Value of Financial Instrumenis.

The far value of financial instruments. consisting of investments 1n cash. cash equivalents. recervubles.
accounts payable and a line of credit. is based on interest rates availabie 1o the Company and compansons to
quoted prices. At December 31. 1998 and 1997, the fair value of these financial instruments approximates
carmving value.

Concentranon of Credit Risk:

Financial instruments thar potentially subject the Company 1o concentration of credit risk consist of cash
and cash equivalents and accounts receivable. At December 31. 1998 and 1997. the Company had bank deposits
in excess of federally insured limits of $22.891.000 and $43.650.000. respectively. The Company’s customer
base includes domestic and iniernational companies in the elecommunicauons industry. The Company performs
ongoing credit evatuations of us customers but generally does not require collateral to support customer
receivables. The Company’s allowance for doubtful accounts is based on current market conditions. Losses on
uncollectible accounts have consistently been within management's expectations.

Earnings Per Share:

The Company adopted SFAS No. 128, Eamings Per Share. effective December 31. 1997, In accordance.
with SFAS No. 128. basic earnings per share is calculated by dividing net income by the weighted-average
number of shares outstanding for the period. Diluted earnings per share is calculated by dividing net income by
the weighted average number of shares outstanding during the period plus the dilutive effect of stock options
deterrmined vsing the treasury stock method.

There were no adjusiments to net income in the calculation of basic and diluted eamings per share for the
vears ended December 31. 1998. 1997 and 1996. respectively. The reconcilianion of the weighted average shares
outstanding used in calculating basic and diluted earnings per share is as follows:

Income Shares Per-Share
(Numerator’ (Denominator)  Amount
tin thousands. except per share amounts)

1998
Basic EPS:
Income available 1o common stockholders ... £19.936 19.071 $1.05
Effect of dilutive Stock OPUONS ...coovemiirrrieiecc e 1.424
DIIEA EPS ooroeoeeeeeectreeveeterreenvssse s nastn s e seessmminmsanenee 319,936 20.495 $0.97
1997
Basic EPS:
Income available to common stockholders........cococoev e, 512,497 18,960 £0.66
Effect of dilutive stock OPUONS ... 537
DHEItEd EPS ..ot corrresereeste et ere e sees e ssbe s s e ebe et e embaannes $12.497 19.497 $0.64
1996
Basic EPS:
Income available 1o common stockhoiders...........ccococvieeeeeee.. 3 5,808 16,234 30.36
Effect of dilutive stock options ... ISP 638
Diluted EPS oo e et et e e S 5,808 16.872 $0.34
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Comprehensive Income:

in June 1997. the FASB issued SFAS No. 130. Repornng Comprehensie Income SFAS Noo 130
establishes standards for reporting and dispiay of comprehensive income and s componenis 10 4 ARANCL
statement that is displayed with the same promunence as other fnancial statements. Comprehenvive imcome
includes all changes 1n equity (net assets) duning a period from non-owner sources. This includes netincome and
other comprehensive income. Examples of itlems 1o be inctuded in other comprehensine income. wimen ar
excluded from net income. inciude foreign currency translation adjustments. The Compan Jdopted SFAS
No. 130 for the vear ended December 31, 1998 Total other comprehensive income consisted of toreln currency
transiation gains. which were not matenal for all years presented.

Financial Sratement Ciassipeanons:

Certain pnior-vear amounts have been reclassified to conform to the 1998 financial statement preseniation
Such reclassificabons have no effect on net income as previously reported.

{2) Income Taxes
The provision for income taxes is compnsed of the following:

Year Ended December 31.

1998 1997 1996
tin thousands:
Current 1ax expense: ‘ .
Federal oot ettt enas $ 7318 S5.737 33364
State and LOCAL ..o e et e et 1.664 986 841
FOPBIZN <1t sttt ma st 1,835 279 —
TOLAl CUMTEML Lottt vty $10.817 S57.002 54.205
Deferred tax expense:
FEABIAL ...t ein e et e $ (24 5 265 S(262y
State and LOCAL .c....iv e e e (1436} 71 {66)
FOTBIZM 1otttk et st e s 206 — —
Total defermed . ......icee et s 3 (182 § 336 3§ (328
TOUA] PIOVISIOR wocooiieeiiercrercieer e sosanec et ses bbb s bbb bbb e, $10.635 $£7.338 S$3877

Undistributed earnings intended to be reinvested indefinitely in operations outside the United States were
approximately $15.349.000.

The provision for income 1axes differs from the amount computed by applving the statutory federal income
tax rates as follows:

Year Ended December 31,
1998 19%7 1996
Expected statutory amount.. [5.0% 350% 340%
State income taxes. net of fedcral bencm ........................................... s 32% 3I8% 53%
TAX @XCHTIPT IIETEST....c.e\eieveeeeeeiecer e ereeeseneae s eembe et sreseames e s ereraaaretsanensns — % (05% (0.4)%
Undistnbuted earmings of cenain subsidianes ........ccoovmivvinveccnierienien 5.00% (5% — %
1811 7.5 OO OO OO TS T OO U R OO 1.6 % 1.2 % 1.1 %

8% 0% 0%
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Deferred income taxes reflect the net tax effects of temporary differences berween the carming amounts of
assets and liabilities for financial reporting purposes and amounts used for income 1ax purposes and the impuact
of available net operating loss carryforwards.

The tax effects of significant temporary differences. which comprise the deferred tax assets and habihties.
are as follows:
December 31,
Troe 1997
fin thousandsi

Deferred tax assets:

Allowance for doubtiUl CCOUMIS .. ..vear et e e s 51483 § 697

SEALE TAKES .veeeroerirracrieartrsirnrssmenenes s nsrssmsnans ROV UVU PP 581 ile

ACCTUEA COMPENSATION ...vencererrianrsessinsnis s iss oo aas s 139 g3

T VT Uy USSR P CTSV ORI TS PE I TP PP 276 —_
Total gross deferred 1aK ASSEIS......vwmmmrusirmirmsrm s b b §2.479 51.096
Deferred liabilities:

DIEPTECIALON ...cocvveereesreerseseoresssesssan e RS re s o $2.029 § 870
Total gross deferred tax HabIlIIEs ..o v $1.157 § 957
NEt QEFCTTEA LAX BSSELS orvvvererosseresseseseessesesssesasensessrassessersssssasrenesassissisinccimeeresnsrsssssnrenss 93223 139

|
|

(3) Acquisitions and Investments

In 1697. the Company acquired a controlling imerest in Rusiclnet. a provider of enhanced
relecommunications services 1o the Russian market. The acquisition was accounted for by the purchase method.
and accordingly. the results of operations of the acquired business have been included in the accompanying
consolidated financial statements from the date of acquisition. The price was $36.000 with Rusteinet having cash
balances of $257.000 at the time. The fair value of net liabilities acquired in the acquisition was $158.000. The
excess of purchase price over the estimated fair market value of $627.000 has been allocated to goodwill.
Goodwill is being amortized on a straight-line basis over a 10-year period. In connection with the acquisition of
Rustelnet, the Company purchased Rustelnet shares from individual sharcholders who are members of Pacific
Gateway's management. A total of 690 Rustelnet shares were sold by management to the Company for $13,000.

In 1997, the Company and Globe Telecom. a company operating in the Philippines, formed a joint venture,
PinTouch Telecom. to market long distance services to the Filipino-American community. In accordance with
the joint venture agreement, the Company receives 47.5% of PinTouch's net camnings. for which the Company
has recognized equity in carnings of $1,665.000 and $131.000 for the years ended December 31, 1998 and 1997.
respectively.

In February 1998, the Company purchased 16.6% of the common stock of Ekonom S.A. de C.V.. 2 Mexican
multimedia company, for $3,300.000 in cash and $1.800.000 in the Company’s common stock. The Company’s
investment in Ekonom is accounted for under the cost method.

(4) Segment Data

The Company adopted SFAS No. 131, Disciosures about Segments of an Enterprise and Related Information
effective January 1. 1998. SFAS No. 131 requires the disclosure of a Company's operating segments, which is
defined as a segment whose operating results are distinguishable and regularly reviewed by the Company’s decision
makers.
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Prior o the adoption of SFAS No. 131, the Company classified all operatons under one segment.
Telecommunications. By utilizing a combination of factors. principally services provided and geographc areas.
the Company has identified three operanng segments: U.S. wholesale. offshore and value-added services. The
operating results of these segments are regularly reviewed by the Company's management anc are tntegral to
their decision-making process.

U.S. wholesale provides international telecommunications services to its target base of U.5.-based carners
that originate intemational traffic but do not have operating agreements with foreign carmers to termunate the
rraffic. U.S. wholesale also provides service to customers who are existing international carners. lerminating therr
overflow telecommunicauons traffic or on routes with smaller traffic volumes.

The offshore segment consists Frim 2sily of the operating subsidisriss in the UK. New Zealand. Ruyssia and
Japan. The Company has established 1elecommunications switching facilities in each location and provides
services similar to U.S. wholesale 1o its country-specific customers.

The Company's third segment includes a variety of emerging and vaiue-added services. Presently. this
operating segment primarily provides international long distance services to certain ethnic retail markets,
principally the Filipino-American and Japanese-Amernican communilies.

The results of operations for the Company's operating segments for cach of the three years znded
December 31. 1998 are as follows:

U.s. Value- Total Operating
Whotesale  Offshore Added Segments -
(in thousands)

1998
Sales to unaffiliated customers ... £ 390,619 $55714 $19.958  §$466.291
Sales and transfers between segments................... 36.405 19.879 — 56.284
TOMAL SALES <oeonereerreceeie bbbt ssms s s $427.024 $75.593 $19958  $522.575
Depreciation and AMOTUZAUON .........ocecevisserniscnnnees $ 7031 % 1682 5§ — $ 8713
OPErating iNCOME .......comriarmnierinirmrecsnssssermrssninins $ 16730 § 6677 § 3740 § 27147
TOIR) BESEIS ..ocuvurecocricmcocoeacreriarseniriessmsnsssmnisstmenans $ 151491 $34831 $ 5857 §192.179
1997
Sales to unaffiliated CUSIOMIETS ....ocoiveemiecrererennnnnes $279.750 $17.739 § 1,120  $298.609
Sales and transfers between segments................... 13,186 12,005 —_ 25.191
TOUAl SALES «....vovvrcareremcemrrcseserersecestsn s ensa s s rnn s $292936 $29744 $ 1,120  $323.800
Depreciation and amortiZation .........ccocceeemseene- $ 4632 § 785 5§ - $ 5417
Operating ifcOME .......comecrereocncserensiimresnimnnearenes . 3 16,3988 1219 8 83 $ 17,700
TOtAl ASSLLS ....ecererueeiereerereererae et eesnersmmesasesnssmnsses $ 105,057 $18542 $ 1,071 S 124.670

e ] —— ————
1996
Sales to unaffiliated customers ...........c.cceennnnnnns $162426 § — $ — $ 162.426
Depreciation and amMOrtzation...........cocceeceveeeee. 9 2,044 5 — 5 - $ 2044
OPErating ifiCOME ......cvevmemcrsrrscrissersersserecnnsrnees. 3 8,929 8 — 8 — $ 8929
TOMAL ASSELS ......oeerrereernrereemscresenerasmssrmcscsissresennsas $ 55847 §$§ — § — $ 55847
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The reconciliations from the Company s operaung segmenis to the consolidated totals on the Company '~
palance sheets and statements of operations for each of the three vears ended December 31. 1998 are as follows:

1998 {in thousands)

Total sales fOF OPETALNE SEZMENTS . .....cvurererririeitiraarr e $ 322573
Elimunation of sales BeIWeen SEZIMENTS ..o 56,281

Total CoOnSOLIABIEA SAIES....ooveceeeieierrie e s s arresi s e n e § 466.291

Total assets for OPErating SEZMEMLS ..o ovveieerrmeai i e $ 192,179
Assets not allocated to OPerating SEZMENTS ... 43458

T .l consolidated assets ... e e e e e § 235637

1997
Total sales fOr OPErating SEZEMENTS ...oovoveimirimiiinim i S 322800
Elimination of sales DeIwesn SEZMEDLS ..........corvirrnirosser s {25.191)

Total CONSOAALEA SAIES..e.oeeeireerermreromesresemeemeserreraeere e seiaesrasrrermenseensssan st areess $ 298.609

Total assets for operating segments ............ e e ereieenrer e e e rannarenan $ 124670
Assets not allocated to operating SEZMENIS ....ooorreirens i 16947

Total CONSOLIAALED ASSELS ....nrveeeeeereeeiecriarsierateressaaserarass s sressrssnisnnenensninss 9 171.617

1996
Total sales fOF OPETAUNG SEFMENLS .....c.vc.vcrrmimirremsssirinrnsrrsrmsenimesissnsisnenes 9 162:426
Elimination of sales DEIWeen SEEMENLS ...cooovvvireiviniriinesses e esesinammnnnnssnarenss —

Total consolidated SALES. .....o.ovvreeeeereeereceereresereetreresstemsserssastremsssnsneneenesneas 9 102,426

Total assets fOr OPETALUNE SERIMEILS ....ovueiviveremismessssessssssstnssensssnemssssssbsnsssos § 55847
Assets not allocated to Operating SEEMEDLS ....ovvrvemieemsimininarnaseiss e 47,969

Total COnsOlidated ASSELS ...evevroeeerrecrerieeeesrsssesosomneomsrsrsessnsssasecsnsneenscrevereneees 9 103,816

The Company seils to long distance international teiecommunications companies, foreign parters and to
retai) customers. At December 31, 1998, the Company had 44 operating agreements with foreign partners and
approximately 163 worldwide customers excluding U.S. retail customers. Total revenues from external customers
including U.S. retail customers by country for each of the three years ended December 31. 1998 were as follows:

Year Ended December 31,
1998 1997 1996
{in thousands)
TUTEG SEAES oooeoeeeeeeeereeeseresessssessenecersnemrenesenseasssseseenssranersrovereerneee 9334, 746 5216286 $116.735
United KINZAOM.......cocirmeriteinrcire ittt saessbe e 51,378 21,625 4,245
RUSSIA .o ceveeresimmecssrmeeessoeatotsmbssanseasnansasasmtesnsere s snemrathenetssiaatsermsesasbenenss 11.877 6,733 5.630
AUSITAIIA .o crereeiraieectssserasensressesanssaseenbarasesssesantshsbansbassesesanest s sreessnensasns 10,988 6,377 8.771
NEW ZLRARA ......ccoorevcrirrerrre e ir i esscee s e sussrs st as s e namsens s e semabesms stmses 7.681 22122 1.767
JAPAN ...coreercecii et b e s b e e b 5.369 4.678 5518

TRl TEVEIIUES ooveeoeeeeeeeeeeeeeeeseee s s et eeeemeesmes e sseeeresanereneneerenenene 306,291 §298.609 $162.426
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Revenues are atributed 1o countnes based on the location of customer. Other includes revenues trom
customers located in countries that individually represented less than 2% of total revenues.

For the vear ended December 31. 1998. there were no major customers that compnsed ten percent of more
of the Company’'s revenues. For the vear ended December 31. 1997, 10.4% of the Company s revenues were
denved from Fronuer Communications. Inc. of $30.996.000. Matrix Telecom. Inc. denved [2.6% of the
Company 's revenues for the vear ended December 31. 1996 with revenues of $20.313.000.

t5) Commitments and Contingencies
Litigation

The Company is not currently subject to any legal proceedings that management beheves will have 4
material impact on the Company s financial position or results of operations.

Leases

The Company leases office space and equipment under noncancelable operating leases. Rental expenses for
1998. 1997 and 1996 were approximately $1.274.000. $965.000 and $255.000. respectively. The Company leases
cerain computer equipment under an agreement that is classified as a capital lease. The lease has a term of three
vears with a munimum purchase price at the end of the lease. Leased capital assets included in property and
equipment at December 31, 1998 were $1.241.000. .

Future minimum lease payments under noncancelable operating and capital leases as of December 31. 1998
are as follows:

Operating Capital
leases

leases
(in thousands)
1999 ... OO TSSOSO § BI2 3436
1,0 SO U OO SNUOYPTOT ORI 742 112
L), ) OV DU SRR PPPYT ORI 702 —_
003 et ettt ettt A et e At b et ek Aeer e et et e n e sabe e raran s eanaraan 582 —_
T A BT .o itee st sbs e e rte st e s e e smsestaeat e s eean s ns b e rme e e e e nanensnemaae ane 1.355 —
Total minimum lease PAYMENLS ........ccceeveeecceecmrinrrcensrreesenecinnennes 34,865 $548
AMOUNt IEPresentifg INTETEST. ..ot cec i tn e sss s eai e 13
Present value of net minimum payments ........occooooeriiinniciccie e 5535
CUITENT POTTON .cvceve e cnearce e sereer e e e e ee s emene e ne bt e $436

Employment Agreements

The Company has entered into employment agreements with certain employees that provide that. in the
event of a change in control. each of these employees would be entitled 1o severance following their resignation
from the Company. Should such an event occur, the Company’s aggregate obligation for severance wouid be
approximately $4,764,000. Upon any such change in control. each of these individuals would also receive full
vesting of any outstanding stock options.
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Commitments

At December 31. 1998, the Company had outstanding commutments of $159 mullion for the acquisition of
additional ownership in digital undersea fiber optic cables and network equipment. This includes the commitment
to purchase undersea fiber optic cable in the Japan-U.S. cable network for $86 mullion and in TAT-14 cable
system for $70 mllion.

‘Line of Credit

During October 1998, the Company entered into an uncollateralized 1-vear revolving line of credit of up to
$30 million with an interest rate of LIBOR plus 1.125% with Bank of Amenica. NT&SA and NauonsBanc
Montgomery LLC. As of December 31. 1998, the Company had $8.7 million outstanding and 521.3 muthon
available under this line of credit with an interest rate of 7.75%. The hne of credit. whick 2xpires December 17
1999, has financial covenants. which require a maximum ratio of debt 10 annualized operating cash flow of 3 to ]

and 2 minimum interest coverage ratio (ratio of operating cash flow 1o net interest expense) of 2.5 w0 1. The
Company was in compliance with these covenants at December 31, 1998.

(6) Employee Benefit Plans

In September 1995, the Company established an Emplovee Stock Purchase Plan (the ‘‘Purchase Flan™
which is intended to qualify under section 423 of the Internal Revenue Code. The Purchase Plan was not active
for the vears ended December 31. 1998. 1997 or 1996. Under the Purchase Plan. the Company reserved up to
400.000 shares of common stock for purchase by empiovees who meet certain eligibility requirements. Eligible
employees may contribute up to 10% of their compensation to the Purchase Plan to purchase shares at 85% of =
the fair market vaiue of the stock on the first or last day of each six-month offering period as defined in the
Purchase Plan.

In 1996. the Company adopted a 401(k) plan pursuant to which eligible employees may accumulate savings
on a tax-deferred basis. Each year the Company may make a discretionary profit sharing contbution to the
4011k) plan which will be allocated to the accounts of eligible employees who are employed on the last day of
the vear. The profit sharing allocation is made on a pro rata basis in proportion to the compensation of the eligible
employees. The Company did not make a contribution 11 1998, 1997 or 1996.

{7} Stock Option Plan

On September 30. 1995, the Company adopted the 1995 Stock Option Plan (the "*1995 Plan’’). The 1995
Plan provides for the granting of nonqualified and incentive stock options 10 purchase up to 1.200.000 shares of
common stock. Options granted under the 1995 Plan generally vest over four years. The maximum term of
options granted is ten years. The Company granted options to purchase 883,411 shares of common stock under
the 1995 Plan.

On February 17, 1997, the Company adopted the 1997 Long-Term lncentive Plan (the "*1997 Plan™),
replacing the 1995 Plan. The 1997 Plan provides for the granting of awards of nonqualified and incentive stock
oplhons, siock appreciation rights, stock grants or stock-based performance units. Awards may be made under
the 1997 Plan with respect to 4,000,000 shares of common siock and with respect to stock opton and stock
appreciation right awards, no more than 500.000 shares may be awarded to any one individual in any one-year
penod. The remaining terms of the 1997 Plan are similar 1o those described in the 1995 Plan.

On September 18, 1998, the Company repriced 768,500 options to purchase the Company’s common stock
granted under the 1997 plan to $27.688 per share, the fair market value of the Company’s common stock on
September 18. 1968,
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SFAS No. 123. Accounting for Stock-Based Compensation. encourages adopuon of a fair value-based
method for valuing the cost of stock-based compensanon. However. it allows companies [0 conunue 10 us¢ the
intninsic value method prescribed under Accounting Pninciples Board Opumion 1" APB™") No. 25, Accounting ror
Stock Options fssued 1o Emplovees. for opuons granted to employees and disclose pro forma net income and
earnings per share in accordance with SFAS No. 123. Had compensauon cos! for the Company's stock-based
compensation plans been determined consistent with SFAS No. 113, the Company’s net income and eanings
per share would have been as follows:

Year Ended December 31,
1998 1997 1996

(in thousands, except
per share amounts)

Net incOmE—a5 TEPOTIEA . .....ov it ene e mtecra st $19.936 812,497 $5.808
Net INCOME—PIO FOMMA- o.cveivrereene it eteemamebrraneese e arerinas s $14.308 811.469 £5.244
Earnings per share—basic as reported .......c.ooiviniiiisne $ 105 S D66 S 036
Earnings per share—basic pro forma............. OO SOTRRO $ 075 S 060 §0.32
Eamnings per share—diluted as reported ... $ 097 § 064 5032
Eamnings per share—diluted pro forma ... $ 070 8 059 3 031

The fair value of the options granted by the Company is estimated at $56.5 million on the date of the grant
using the Black-Scholes Model for those opuons issued after the Company’s initial public offenng and the
Minimum Value methodology for those options granted prior to the offering. The assumptions used in the Black-

Schoies model are as follows: -
Year Ended December 31.
1998 1997 199¢

Dividend Vield ..o, 0.0% 0.0% 0.0%
VOIAUILY cooverescrre e v aranreaest st s s em s e s sm e s a e san e 49.4% 40.9% 30.5%
RISK-TTCE INIBTESTE TAIE -.oooroveeeesereeeesseeevscacsisserernasensessassmsessansnsnarsossnressones 4.5% 5.8% 6.7%
AsSUMEd fOTTRITUTE FALE ..ot ere s e e ear e sareeeeeecreae st e e e menenennntan 0.0% 0.0% 0.0%
Expected life ..ot 5 years 5 years 5 years

SFAS No. 123 requires that stock-based compensation granted to non-emplovees be accounted for based on
the fair value-based method described above. It also requires that restricted stock granted to employees be
recognized as compensation expense over the vesting period. measured at the fair market value on the grant date.
In 1998 and 1997. the Company granted 25.000 and 75.000 shares, respectively. of restricted stock under the
1997 Plan. The Company recorded deferred compensation of approximately $963.000 and $4.134.000 for the
vears ended December 31. 1998 and 1997, respectively. This amount was recorded as a reduction of
stockholders”™ equity and is being amortized as an expense to operations over the applicable vesting periods. For
the vears ended December 31. 1998, 1997 and 1996. $674.000. $146.000 and $85.000. respectively, was
recognized as compensation expense for restricted stock 2nd stock options granted to non-employees.
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Stock Option Awards were:
Year Ended December 1.

1998 1997 1996
Weighted- W eighted- W\ eighted-
Average Average Aserage
Option Exercise Option Exercise Option Exercise
Shares Price Shares Price Shares Price
Options outstanding, beginning of year...... 2296065 83214 883411 3977 S09.170 S 813
Options granied .......oooveesveeereiesiecs e 2.608.800 3250 1610000 4160 374244 12.58
OpuONS EXEITISEd wovmimreriieiiiminrei e (88.887) 13.02  (101.660) 7.30 — —
Options forferted/cancelled ..., (824.907) 3912 195.686) 11.08 — —
Options outstanding. end of vear......... 399107t S31.36 2296065 S32.14 88341 5 977
Option price range at end of year.. ... $ 8.5001w0 $ 850010 $ 440010
$53.125 $50.188 $20.500
Option shares avaijabie for grant at
end Of VEAT ... s 621.107 2,405,000 316.589

The following 1able summarizes information concerning currently outstanding and exercisable options:

Optigns Duistanding Options Exercisable

Weighted- Weighted- Weighted-

Average Average Average .

Number Re i Exercise Number Exercise«
Range of Exercise Prices Outstanding Contractual Life Price Exercisable Price
S B.S00-514.000 .....micmiireerimieimeininirineinintiracinaes 566,146 0.98 §$9.21 411.120 S 908
§24.750-829.500 ..o or oo 2149925 332 27.87 235.750 27.60
S3B.500-853.129 e can 1.275.000 3_31_8_ 37.08 186.250 46.54
S B S00-853. 105 e 31.991.071 301 £31.36 £33.120 §22.69

——————— —— ———

{8) Capital Stock

On July 19. 1996, the Company completed an initial public offering of 6,057.050 shares of common stock
of which 4.940.050 were offered by the Company and 1.116.550 shares were offered by cemain selling
shareholders. The net proceeds to the Company (after deducting underwriting discounts and estimated offering
expenses) from the sale of the shares were approximately $54.1 million,

(9) Stockholders’ Rights Plan

On November 17, 1997, the Board of Directors of the Company declared a dividend of one preferred share
purchase right (a **Right’") for each outstanding share of Common Stock. Subject to certain excepuions. each
Right, when exercisable. entities the registered holder to purchase from the Company one one-thousandth of a
share of Series A Junior Participating Preferred Stock. par value $0.0001 per share (the *‘Preferred Stock™). of
the Company at a price of $200. subject to adjustment (the *‘Purchase Price’’).

The Rights generally will only be exercisable (1) ten days foliowing a public announcement that a person or
group of affiliated or associated persons (an **Acquiring Person’’) has acquired. or obtained the night to acquire.
15% or more of the outstanding shares of the Company’s Common Stock or (i) 15 business days following
commericement of (o an announcement of an intention (o make) a tender or exchange offer for 15% or more of
the outstanding shares of the Common Stock. The Rights will expire, if not previously exercised. exchanged or
redeemed, on December 1. 2007.
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If any person or group generally acquires 15% or more of the Company's outstanding Common Stoch. each
Right. except those held by such an Acquiring Person. would enutle each holder of a Right 10 acquire. upon
exercise at the then current exercise price of the Rught. Common Stock having a value equal to two tumes the

exercise price of the Right.

Al anynme after a person or group generally acquires more than 15% of the outstanding Common Stock
and prior to their acquisition of 50% or more of the outstanding Common Stock. each Right. except those held
by such an Acquiring Person, may be exchanged by the Board of Directors for one share of Common Stock

If the Company 1s acquired in a merger or other business combination transaction or 50% or more of the
Company's assets or earnings power is sold, each Right will entitle the holder thereof 1except for the Acquirnng
Person) 1o receive, upon exercise at the then current exercise price of the Right. common stock of the acquinng
or surviving company having a value equal to two times the exercise price of the Right,

At any time prior to the ume an Acquiring Person becomes such. the Board of Directors may redeem the
Rights in whole, but not in part, at a price of $.01 per Right {the ‘*‘Redemption Price™"}.

(10} Subsequent Event

On March 2. 1999, the Company signed a commitment letter for a $200 million senior secured credit acility
with Salomon Brothers Holding Company. Inc. and Goldman Sachs Credit Partners L.P. The facility may be
increased in the fure of up to $100 million if additional commitments are received from lenders. The
completion of the financing ts subject to the execution of definitive loan documents and customary conditions
for this type of facility. The Company plans to use the facility 1o finance its undersea fiber optic cable
investments and its expansion into the U.S. and Western Europe domestic markets.
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